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ABSTRACT' , * ' 

• , Global inflation should be viewed more as a sympton 
of social problems than as" an economic disease that can be cured by 
monetary and fiscal policy. Social problems aignaled by inflation 
' include exploding demand, rislna costs for essential commodities, 
stagnating prcdpctivity , and a decline in the rfeal standard of 
liv3-ng. Inflation is interpreted as an increase in the overall level 
of nominal prices in the whole economy- It is significant to note, 
however, that crucial detej-minants of well being are\ often more 
closely related to prices of particular goqd,s and services than to 
changes in the general price level- Circumstances which have 
contributed to global inflation, include rising enec^ prices, 
increased government spending, increased raojftey supplies, and lack of 
wage and price controls in capitalist nations. New sources of higher 
prices include increasing energy and food production costs, depleted 
resources, and a dearth of tillable J. and. Governments will make 
progress toward controll^nq alobal Inflation if. they aim economic 
policies toward increasing supply/^ and reducing demand, stabilizing 
population, encouraging conservation and Irecycling,' changing working 
conditions to boost productivity,v increasing opportunities for * 
competition, and %|briving to provide for basic human nee^s in a 
setting of economic stability* (DB) 
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Introduction 



The invention of money was surely one of the mosf momen- 
tous innovations in history. It biefongs in the cgmpany of ^ 
fundamental dhevelopments that, have created and shaped / 
human civilizaticyn: innovations such as writing, tQi^sT-^^t^dfh — ^ 
agriculture, and the domestication o( animals. Yet th^jjaf^t^o sides 
lo every coin. Along with the advantages of money come unexpected 
problems created* by its misuse or mismanagement. Inflation is one 
suchvUnanticipated phenomenon that has recurred throughout f^is- 
tory, on occasion playing a major role in the destruction of societies., 

Plato and Aristotle arguedF bv^r/v^^ay^ to avoid inflation aroijnd 3^0 
B.C. The ^irgumehts have continued to the present day, until they fill 
the pages of newspapers and journals, of popular as well as scholarly 
booki. >\Lthough there have been inflationary periods throughout 
history, the current inflation is the first' that is truly worldwide.^ It 
has coincided with global economic ^interdependence and a sudden ^ 
awareness of the fragility and finitude of the planet and its resources. 
As the world has "shrunk," so has the buying power of its currencies. 

The current global inflation Is less an economic disease that can be 
, cured by the clever use of monetary and fiscal policy than it is a symp- 
tom of deeper problems that desperately need attention. The phenom- 
enon of global inflation carries a grave message of utmost importance 
to, humanity. The world is faced with exploding demand, rising cost 
curves, for essential commodities, stagnating productivity, and a' 
leveling off— if not an actual decline-in the real standard of living. 

Examining inflation in this global context, it is possible to identify 
some historically now biological, physical, and sociopolitical pressures 
that are con triki ting to risthg prices the* world over. Yet tneir rela- 
tionship to the phenomenon of infliction is not as simple as it might 

M wish \o thiink C luiRtoffho/l LwIn and Qrotta T,irkhrtnj\r thoir <isftistartcc with the 
ro«io,irch for thi«; paper, ,trtfl ( alvin S f oiler, JVirr Yuhkhousrr. Jay CirccnlHTg, Alia 
Johnson. Rolicrl Kurtz, Pamela Sh<!vv, and ^IndiOtarke for reviewing the nunuHirlpt. 
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appear, since rising prices of individual commodities do not neces; 
sarily >cause inflation. The case can be made, however, that in the 
circumstancfes of today's^yvorld, rising costs of particular commodities 
put UDward pressure on tKe prices of almost everything else,"' and/ 
thus do contribute to inflation. Rising prices, unwelcome as they are/ 
at the same time are signals bearing vital information. It is important 
to track down the sources of thfese signals, rising as they now are in 
crescendo, to decipher their meaning, and to set forth their implica- 
tions for economic policy, . ^ ^ • 

What Inflation Is and Is Not v 

i ' . . ' 

During the seventies, inflation became a worldwide V^^^nomenon. 
(See Table 1.) It is now persistent and substantial iff most parts of the 
gjobe. Not even the centrally plahn^d economies, where prices are 
set.by fiat, have been free of it. Estimates^set Soviet inflation ^t about 
5 percent per year during the fir^t half of the seventies. There are 
numerous signs that since then it hasV increased %oth in-l^e USSR 
and in Eastern Ei^rope. Bulgaria, For example, has recently decreed 30 
to 40 percent price increases cm a wide range of goods and services, 
including basic foodstuffs. And in China, \her^ ha^ just been an 
"upward adjustment" of as much as 33 percent in the prices of many 
foods.^ : ^ . " 

A IcJok at the U.S. Consumed Price Index (CPI) over the last 180 years 
shows that, historically, inflation and wars have j^one hand in hand. 
(See Figure 1, pages 24-25.) Prior to Worjd War II, inflationary peri- 
ods did not outlast wartime by much— inflations brought by wars were 
followed by compensatory deflations. The steady rise in the CPI since 
World War II, and the steep acceleration after the Vietnam War] indi- 
cate that the'old rules have changed^ Inflation in the United Slates, as 
in the r^st of the world, appears to beVhronic and accelerating, per- 
sistirig in the face of alt attempted remedied. , 

Even in a barter economy, relative "pric^s^' of various goods change. 
For example, in certain recerxtly deforested parts of India, one load of 
firewood' might havf been, trauetl for one sack of rice ten years ago, 



' ''Inflation in the United States 
as in the rest of the worlfl, 
appears to be chronic? and accelerating, 
I \ persisting in the face of 
all attempted remedies/' 



Table 1: Average Annual Rate of (Change of Consumer Prices, Selected 

Countries, 1950-79 

Country 1950-60 1960-70 ,1970-78 1979* 



(percent) 



Argentina . 
Australia 
Brazil* \ 
Canada ^ 

Egypt 

France 

India . ^ 

In4on€^ia 

Israel 

Japan 

Kenya 

Malaysia 

Mexico 
. Nigeria 

Saudi^ Arabia 
K Sweden 
, United Kingdom 

United States? 

West Germany. 

Yugoslavia 



25.0 


23.0 


117.2 


440 


2.8 


2.5 


* 10.6 
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45.0 


28.3 


52 


1.2 • 


2.7 


7.6 
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-0.6 


3.7 


7.9 


10 


3.4 


4.1 


9.0 


12 


2.3 


6.4 


7.4 
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20- 


8.4 


5.6 


29.4 


• 93 
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5.9 * 


9.8 
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. 12.3 


* 25 


-1T4 ' 


1.1 I 


6.1 
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6.0 


2.8' 


15.1 


19 


4.1 


2.8 


9.7 


30 




1.7 ( 


. 14.7 


15 


3.0 


4.1 


8.9 
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2.4 


4.0 


13.2 


16 


-1.4 


2.8 


6.7 


13 


1.1 , c 


216 * 


5.2 ■ 
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5.0 * 


12.4 


17.0 


24 



♦Preliminary eslimales by Worldwatch Irtstitute. based on IMF 
icals. 

Source? Infernationat Monetary Fund. 



data and current period- 



but for two sacks today. The relative "price" of firewood in terms of 
rice has doubled as firewood has become scarcer. 

The relative prices of gockls change all tf|| time— in a money economy 
pr a barter economy— as functions of^upply and demand. Sometimes 
changes like ihesie are referred to as instances of inflation: in theabovt* 
example, Some might say that#"firevyood prkes inflated 100 percent." 
But tnis is a corJfusing use of thtf word» The inflation I'ate in an econ- 
omy is rather t^te rale at which the general lex)el of prices in that 
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economy is changing. In order to calculate this general price level, a 
money economy is necessary. Then the Jotal cost of a representative 
bundle of* goods and servicel5x«in be determined. Xbe resulting num^, 
i)er is the CPI and it jjrovides a , quantitative nieasurr^of inflSHbn.' 
The percentage change in the CPI may be taken a^s the fate of inflation 
over a>given time interval. \ 

4 # 

'Twa hundred, ye^ars ago, philosopher David Hume imagined that the 
qu.anfity of mpney in an economy i^ doubled at the same time that 
all Y)rices, rents, wages, and so on are doubled. He pointed out that 
.no one's buying power or real- wealth would change. TJKis is an ex-, 
ample ,0^^ pure inflation, a 100 percent inflation. In this example no 
one suffers an^ real economic loss: there is merely the inconvenience 
of learning to \i^e with a new set . of prices. In the; real world, the 
^ situation is enorVnously oiofe complex, for relative price changes are 
occurring continually, arid on top of that the general price level may 
be rising (inflation) or falling (d^flation).^^ * * 

The world "inflation" applies to the economy as a whole, just as the 
inflation of a-balk5on arfects its overall size. ll'is an increase in the 
overall level of* nominal priges, or of the nominal cost of living. Put 
Smother way, inflation i^ a reduction in purchasing power of a'^noqii- 
nal amount of mdney. Usually the wora "inflation*' is reserved for a 
signi£icant and prolonged increase in the general price level. As 
Hume's example shows, people .do not necessarily suffer in terms of 
real vii^ealth or buying power— they don't if everyone's income and 
assets rise proportionally and in step with the price level (for example, 
in economic terminology, if all are fully "indexed"). But 90ch a situa- 
tion is rare, if not nonexistent-, in the real world. Xl^fiXoHstant shif tjng 
of relative prices in the presence of inflation (oroeflation) typically 
makes sgme people poorer and others richer in terms of their buying 
power. y V 

Independent of general inflation, certain relative price changes can 
and often do present a serious threat to indi^viduals as well as to whole 
segments of society. If a family must sp^nd -almost all its money on 
food to survive, and if the prices of all foqds double relative to other 
things, then this family would soon starve. It is of little comfort to 
sUch ^family that the prices of other goods might have fallen in such 
a way as to keep the general prke level constant. 



The cost of producing food depends on a variety- of meteorological, 
physical, biological influences that toaether.^.with ihe nufnber 

* of" mouths to feed— the d^emand— deterrftine ^ne price. Too many peo-* 
pie competing f6\ too little food results in the price being forcea up 
until those vvho can't pay it "leave the market. The culpri:t in many 
situations is not inflation itself, but rather fundamental real factors 
$uch as the quality of soils -and seeds, tKe amount of rainfall, the 
I quality of labor, and the population of consumers. 

The rrucial determinants of human well-being are -thus often unre- 
lated to any#changes in the general price level. They lie ra^er in the 
^prices of particular goods and services and hovv these a?e cfiaagirtg 
relative to other prices and incomes, and by how much. To take an 
extreme but instructive example, if you are diabetic and the price of 
insulin goes up so much that you c^n't afford enough, you die: no 
substitution is possible. This is not very different from the situation ^ 
in which approxijrfately onerfoifrth of the world's people find them- 
selves when it comes to* th^ necessities of life sych as food. If little 
•substitution i? possible, when fobd prices ris4 faster than the general 
pi^ice level and incomes parallel or lag behind any increases in the 
general price level, people suffer and sometimes even die. The critical ' 
matter is not the overall level of inflation. It could even be zero— that 
Js, no rise in the general price, level— yet without enough insulin, or 
without w6ugh food, people perish. \ 

* Inflation's Damages « 

Inflation, like disease, has no defenders. Almost all, rich and poor, 
emelpyees and employers, believe they are hurt by inflation. Leaders' 
of flatibns proclaim i1 to be public enemy number q/<f and make its 
control* their top dofhestic* priority. Mark Twain's cdrtiplaint that 
"Everyone talks about, the weather, but nobody does anytning about 
it ' might nowadays be applied to inflation. Inflation has become our \ 
favorite menace. ' ^ * ^ \ 9' 

» There have been many studies of who wins «md whg^ loses during an 
inflation. Set against the high level of^ public concer,^ about the topic, 
their findings aVe at first surprising: in developed economies/financial 
harm due specifically, tt> inflation is not that easy *o fmd. In (he United 
States, most people's lncj)mes haye been rising faster than the general 
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Figure 2: U.S. Income and Price Indices, 
1950-79 

price level. (See Figure 2.) The classic case of. the widow living /t>ff 
ner. meager savings is instructive. If she does indeed live on a fixed 
amount of money^rayvn out from "under the mi^ttress/' then^her 
pu>chasing power decHhes, perhaps dangerously, with inflation. But 
if she lives on social security— like retirees in many countries—then 
typically these^ benefits have been raised over lhe years to cover in- 
creases in the 'cost of living. InlWasingly, countries are "indexing" 
these governmental payments directly to the consumer .price index, 
so cosl-of-^jivfng increases are automatically covered by proportion- 
ately rising benefits each year. ^ 

V 

Social security payments are jyst one type of income that has been 
Tindex'ed" to help people keep abreast of rising consumer prices. In 



/"Inflation imposes 
a' kind lottery on everyone, 
redistributing rewards ahd penalties 
rather armtrarily, 
and often inequitably/- 
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^^neral, both employers and employees assum^ that incomes must at 
least "keep up with mflalion." So-called escalator clauses, which peg J 
current wage rates to the tPI, arel>ecoming common features of labor 
contracts in developed economies. The curious result is that a good * • 
manv people who tHinJk thfey are hurt by inflation are in fact befng .IX 
insulated frgm its effe(^ts. ^ 

A closer look at the situatipn provides general Quantitative support 
to this first, approximate picture, but begins to modify it in some 
significant ways. Joseph Min^rik, a research associate in the Brook- 
ings Economic Studies Program, has used computer simulations to * 
s+idw the effects of infj^tion on the different income classes in thf 
United States. He ffnds that inVontempprary American society, those 
in the upper income brackets are, as* a Hass, inflati9n's only signifi- 
cant Igsers. Thij? does not mean that some Fich people donH get riclier 
Of that some poor people don't get poorer when thefe is an inflation. 
But Minarik'S study contradicts two widespread beliefs abOut the 
overall effects, of inflation: that *almost ev^ryonq, is hurt financially 
by it,' and that It makes the rich richer and the poor! poorer.* 
* 

Inffation'^ r&distributive effects do not primarily transfer wealth either 
from rich to j^or or from poor^^to rich. Rather; inflatioh imposes a 
* ind of lotjerv oh everyone* redistributing rewards and penaltijps 
ither tirbitrarily, andf often inequita^bly. The redistribution may re- 
wd^shr^ewd speculation, bi>t it does not necessarily reward hard work 
or Rorior reasonable and justified expectations. Thus, although little 
Income is ^distributed across class lirfes, many' individuals may be 
harmed. Clearly, creditoi* are in general harmed, and debtors benefit. 
Tk) the extent that the rich are creditors apd the poor are debtors, 
Minarik'S conclusion that inflation redistributes income away from 
the rich seems less {Surprising. Retirees on pensions that Are unin- \ 
d^e^— an^ 96 percent of private pensions in the United States do 
not contam automatic cost-of-living escalator, clauses— find the re- 
tirement income they have been promised and that they depend on 
seriously eroded year after year.* * 

Inflation is felt to%reach the sodal contract; it destroys trust in the 
economy and ir/goyernment. One reason for this is that government, ^ 
itself is one ^)f tfje main financial beneficiaries of inflation. Any colin- 
try with a gradi||g|^d income tax automatically collects more money 

^IC ^ ' ^1 - 



from Us taxpayers as inH^itlon/pushes their incomes into higher tax 
brackete. Thcr* withdu if taking the political risk of legislating higher 
;taxe<i, governments can\ nevertheless col(ect and spend them. Govern- 
ments, "br at least their treasuries, are thtfl one of inflation'^s wiriners. 

Even in situatijohs where incoirie is increased tO compensate for over- 
all inflationary erosion, tiiere c^n still be great sutfering if pricejn- 
creases in a crucial sector of the economy are keading the 'gerneral 
inflation rate. Consider the hypothetical exaijnple of a poor family 

Jha.t spends' QO percent its income on food a§(d shelter. If the price 

•of food doubles, then this family faces s^tarvation.^ 

Ini pornf of ifact; price increases in the ba«>ic necessities of. life h^ive* 
outstripped general inflationary ir)cfeases in rrnmy countries. The^ 
"hyp^heticar' example above is. the everyday* reality for milliott$5 
oF pelple the world over.. Peru^pravides a striking case, in point. In 
Ihc last four years\ workers' real Buying power' has been cut in half.' 
The price of bread /\as jumped tenfold. Per capita caloric ar^d protein 
i^ntake are ^t two- thirds pf; those listed by the U.N. Food and Agri- 
culture Qrganizatr6n' as the ^recommended minimum. The number of 
infants in Lima who die during their^ first year has'gone up \>y an 
estimated 30 ]?ercent accord irrg to an clbserVer. During a recent teach-' 
ers' strike, the irisfru<;tors stressed that "they could^not teach studitnts * 

who were on rtie bortler* of starvation.^ - ' . 

• * ■. ' 

The current situation iji Ghartfi provides ftnpther example, bntf that 
illustrates the poterjtially •disastrous chain of events that can resbh 
from inflation, opce it gets rolling. In Accra, the impoverished majority 
spMd about x^ne* quarter of th'eirdaily wages just getting to and frorR ^ 
\^rk. The^'piust spend ^^ree days' wages for a kilo of m^eat,'and one 
day's v^iages fbr a/fin of condensed milk or a kilo of fisli^or poultry. 
Even on the rare occasions when they 'are available, sagar' flour, 
tinned f ish, ar^d soap are beyond an unskilled worker's income. Dur- 
ing the seventies, the price of food in> Ghana rose 40 percent mbre 
thaift the ttcner^rl price level did. • w> * * 

. ^ - • ■■ • ,\ ' , ^-N. ■. .:• 

It is in the countryside, »hotVever, that the lethal consequencesN3egin 
to unfold. It is th^re tha('farmers produce cocoa, the 'sirtgle conxniod- 
ity that provides two-lhir,ds of Ghanp'^ f^reigrr exchange' a^cTtha^ is • 
the major income source of small* fafmers. The wprld price of cbc.oa «f 
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"AUh^ugh situatioris^s^rTm aslKese in tJie TTiira World are virtually 
nonexiBttfit in the developed countries, nonetheless there is financial 
hardship caused by some rising prices that remain undercompensated 
because income adjustnl^nts are geared to theXPI^ For many court-, 
tr i"k is difficult ^^o obtain pri<;ing data on " necessities"* oth^r than 
fopd*; «5ac4') a> energy^ housing, and medkal c<lrc. The situatidhjn^the 
United States, howevfcr/ illilstratl&s thd consequences of . l4vfi sectorial 
infhtiOn, l>eari;ig fn/nind that the ,Abspiute levef bf hai'dship varies 
enormously fronni country to countr^. The annual kctorial rates of 
inflation in the United Stages for some ba^c necessities-food and 
energy, housing and health c.«re-between 1950 and 1979 can be 
compared with the rise in the (Sai 1 ig\ireiJ 3 and 4.) Over 

these three decada^ie CPI has increaM.From a value of 100 (arbi- 
trarily' chosen as ^L«>e) in 1950 to an estimated value of about 300 
in 1979— an average^^in of almost 4 percent per year. 
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is not* keying p^i^^^ with the domestic inflation* Tijerefore, the cocQ.a 
farmers' income* afe falling in real terms.' They are being fotoed to 
cut downiheir cocoa trees, along with the forest cover that^he cocoa 
bushes require, in order to plant the "food crop^ihat they can,\\b* 
longer affford to buy., ; • y' ' . 

The widespread cutting dovyn'^of f\;£^ cover along with/the cocoa'' 
trees Coi^ld lead to i^n^e<'ol€>gical a^ well as an economic Catastrophe 
in GWana, it lakes 20 years for a cocoa tree to reach Ihe point of high- • 
est^productivity. The shade Ccfnopy necessary to cocoa growing takes 
abodW the same period to grow. Without the trew^-ihe topidil will , 
;wa9hed away or depleted. Within ten years, some of GnanaVopost 
productive agricultural land couid become clay.*^ ' % 

> 

The World Food Cou'ritil has warned that the world will probably^be 
hit by a food crisis in the early eighties. The less developed nations, of 
wKjch Peru and Ghana are examples*, will suffi^ grievousW if short- 
.ages occur in world markets and prjces rise anvjurther. The hypo- 
thetical cai^ o£ a family earning less than it needs \^ stay alive would 
then becorrie the rule; The people of many countries are li>^ng their 
lives with such a ^^in m^argin for"^ survival , that rises*either in: the 

Seneral price level or in the pri<;e cjf certain basic nece!?sTiies can^en- 
angen tnem. ' 
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Figure 3: U.S. Consumer P^ice Indices, 
^ Food and Energy, 1950-79 



Since 1972, food price* in the United States have run about 5 percent 
over the CPI. That y^ar, the United States liold most of its exportable 
wheat. surplus loathe Russians; bad harvests abroad over the next Iwo 
ye^rs then led to heavy demar\drf on, U.S. crops, driving up thje pric^ 
xof food everywhefe. Although the rate^ of increase in (opd prices hajj 
'exceedecj that of the CPI'cSnly slightly, it has been enotigh to produce 
a noticeabte prftt'h for those in whose budgets food is the.,dominant 
Item. \ * V • 

The steep relative increases in energy priced that followed the price 
rises by |he Organization of Petroleum Exporting Countr^^s (OPFX) 



Price Index 
(1950 = 100) 




p in 197i cire 'ovidenL as is the second "shock" to oil prices associated 
with the Iranian revolution in early 1979^ From 1974 through 1979, 
energy prices increased by about 75 percent, compared tOithe 48 per- 
cent increase in the CPI. The costs of horneownership and health 
care have run consistently well {ihead of the CIM during mcsl of the 
postwar period; by 1978, they were 25 percent and 50 percent «ibove 
the CPI, resnevliively. Kenb, on the.othet hand, Increased less rapidly 
than rhe CPl during the seventies. 

It is difficult to generalize about the effects of inflation, on ' typic^al" 
families as every family spends its monpy on a different bundle of 



goods and as irfcomes, savings, investments, and taxes all vary con- 
"Siderably. The CTI is calculated on the basis of the cost of a particul^ 
sample of goods thought to reflect the purchases of a typical family 
But a family with largec-than- typical expenditures for energy, say, 
or for medical c^are will be squeezed so long as those sectorial prices 
increase faster than the general price level aM than. the family's in- 
come. Likewise, homeownership moves o1t\oyTai\ge for those without 
the requisite equity as its costs increase mor^e rapidly than the general 
trend in prices and incomes. 

Another damaging aspect of rising prices is that incomes, even if they 
follow the increases in the CPI, rise in steps, often only at the end 
of the ..year. Prices, in contrast, rise Continually throughout the year. 

.In this way, pressure builds up over the months as ^he price level' 
climbs ahead of jncome levels. Whenever inflation lurches ahead to 
an unanticipated, higher J^vel it puts an immediate-albeit, tcimporary, 
if incomes are indexed^quee/e on people's purses. This occurred 
in the United States in 1979. DejKpite yvage increases averaging over 
7 percent, inflation, running around 13 percen^ cut the buying power 
of private-sector workers by mote than $1 a cfay over the year. Social 

^security recipients lost' over $300 in real buying pc^wer.qyer 12 
months before their benefits were increased by about )1,0 per(Vnt jft 
mid-1979 to com^ennate foi^ inf l^tiqn-which Is once again creeping 
ahead of their current incomes. ^' ^ ^ *^ . 

TRe consumer tries \o stay afloat in a^shifting, rising sea of pric^!*. 

The "sailor ' must btvyane the shifting currents of changing relative 
/prices while floating ever Cipwards Tn the general inflation. And as 
> every sailor knows, it, is the currentii that generally pose, th^ greater 

danger. 

Beyond actual ecotwmic losses attributable io inflation and falsing 
sectorial prices, there are ulso psychological losses/ Even in a system 
that provided complete and perfect protttriion agajnst all the economic 
consequences, people wduld still object to inflation, iL for ho'other 
reason than that stable reliable prices offer' a ^ind of secfr^ty. The 
passing of the 10<f cup of coffee feels like the death pf.^n old friend. 

Also, wljfen' pohple's nbminiil income goes up, they expect to live 
belter, rather than ^staying even or improving only fractionally. If . 



! 'V inflation that feeds onltself 

and f injl|ly spirals out of control 
is in the back of everyone's mind/' 
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their income ^oes yjnp IZ^peVc-ent, tlWy feel cheated if they can live only 
3 perci^nt better than before. They of ten 1ft*! .^jot 3 percent richer, 
but 9 percent poorer! , f . >' • ♦ , ^ 

•II ' V ■ -. 

\ ' . 

There is something ominops about unstable prices. Will they Spiral 
out of control? Are they harbingers of ^societal colUpse? The hyper- 
inflation in Germany in 1 923 ^saw prices increase to a. triflion times 
their 1914 values, shattering the franiework of numerical stability and 
n^easurem^nt that is so important to the maintenance of ratioAiity 
in society. Thomas Mann described the experience: inflation is a. 
tragedy that makes <i whole people cynical, hardhearted, a*nd indif- 
ferent. Having been robbed, the Germans became a nation of robbers." 
Stefan Zweig put it like this: "Nothing made the German people so 
embittered, so raging witfi hatred, sb ripe for Hitler, as ^ the Infla- 
tion."*^ The current runaway price rises in both Argentina and Israel 
approach the level of hyperinflation. • ' 

The f.eaf of hyperir^atipn explains a good part of the anxiety over 
innatign itself. The^recise "riinaway point" is unkno.wn, bjut once 
beyond it, the disintegration of; society is the likely outcome. Infla- 
tion that ^teds on itself and finally spirals out of control in the 
back of everyone's mind. W.hen the dollar depreciates, OPEC coun- 
tries raise the pcice of oil to compensate. TWi« accelerates inflation 
and worser)» the U.S. trade , deficit. Conset^ueplly the dollar declines 
further it\ currency exJchaftge markets and t^e ^.inflaticJn^iry spiral 
grows. Where it slop4; irtdbbdy knows. 

• / * . ^ • 

A less catastrpphic; but nonetheless pernicious, effect of ir^ila^jj^p,, 
has been pofnted out by Friedrich von Hayek, and elabofaTied) uRon 
by^ Miltbn Friedman and ^thersr^^ yVhereas it is relatively easy to 
extract information about relative prices when the general price level 
is stable,' the more Volatile the rate of^ general inflation, the harder 
this becomes: the broadcast about relative prices jammed by the 
background noise cortiing from inflation. Because individual and 
corporate ccjj^^omic choices are guided by relative prices, the eptirc 
market system ^s rendered less efficient as a transmitter of the^ eco- 
nomic information needed to guide ^production H\d consumption 
decisions. The loss to socii^ty in' economic productivity cannot be 
measured, but is undoubtedly significant. 
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Another potentially serious lang-ter'm consequence of inflation is its 
.effect oa investments in general and on researc'h and development 
in particular. To the Extent that saving is discouraged by inflation, 
there is less money available for investments of all kinds. This will 
invariably harm productivity in the long run, which will further 
exacerbate inflation. Research t|fus*ikmst vie for financial resources 
with the promise that future payoffs' will exceed present investments. 
But the costs of conducting modern research are rising at abpul twice 
the inflation rate. A study of the global research and development 
budget found that "high levels of inflation and economic uncertainty 
afe steering corrvorations away from exploratory R&D fikely to have 
jls payoff only in^ the bngterm, and towards activities designed to 
maximize short-term profTtsNi^ The effect of such, practices on 
productivity and long-term growth can only b^ deleterious. Once a 
society's scientific cutUng edge has been blunted, it is very hard to 
•reshafpen it ^ 

The consequenceSjpf continuing ojn the current path are indeecUrause 
for grave concifrn. Not only are individuals subjected to continual 
anxiety, and random economic harm, but society as a whole is a loser. 
Trust in governments diminishes,* social values. are eroded along with 
the value of t\ie currency.^ Economic' infprrrtati6h reqiiired for Intelli- 
gent" decision-making ts^^^u^died and .lost. InvestYnents and funda- 
mental research andwJevSlopment all suffer, diniinishirtg a society's 
capacity to renew ,Tjself. Inflation is one of thpse syrtiptoms that/ 
leh unheedell, just gets woi^se and worse until it finally commands 
our attention and cotppels us to examine, and then change, OOr w^ys. 



The CiitcumstanCbs of Today's Inflation 

Today's global inflation is not so much a phenomenon deriving from 
spme suffi^ent "cause" as a prbceis arising withifi d concatenation 
of circumstances. What are these circumstances? How do they account 
for the fact that the prrces of everything seem to move only one 
directidn-upwards? In principle, • relative prices c^uld* change, re^ 
fleeting real changes in supply and demand, and the general price 
level Mill remain the Sarte. But if rij^ing;.prices in some areas are offset 



"Ini^latiotvis on^of tho^ symptoms 
that, IdFt unhml^d, 

iust gets worse and wo^se 
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and thcUi'change, our waysi"^ 



by falling prices in other areas, the income of the producers and sellers 
of these' products will be reduced Unless the falling prices are due to 
productivity gains, one group's gain becomA another's loss. 

ButVvhat happens if, in or^er to protect their incomes, those' who 
would lose somehow manage not to lower their prices? Then all the 
adjustment in relative prices must be made Via upward price shifts, 
and an increase in the general price level-that is, inflation— results. 
For example, in a simple economy— one with just two itemis, A and 3* 
priced at $11.00 and $2.00 respectively— a relative price shift might 
occur as follows: ^'s price could drop 25<r and B's rise 25^, changing 
the relative prices of B to A from t\Vo to one to three to one ($2.25 to 
75<), On the other hand, if A's price is to remain at $1.00, then B's 
will have to climb -to $3.00 if tneir relative prices are to reach the 
three-to-one ratio, in the first case, the total expenditure Tor A ptus 
•B would %be $3.00, both before and after the price change. In the 
second case, the total expenditure after the relative price change would 
be $4.00, signifying a 33 percent "inflation." Of course, to accom- 
modate this sort of adjustment, the money supply has to be expanded 
commensurately. « 

That is what is happening in nr\ost of the world's economies today. 
Tak^ a specific group of commcwities, such as^ energy^ and trace the 
consecjuences of a prfce increase through an economic system. In th^ 
United States, direct' and indirect ust^s of, energy account for about 
10 percent of all spending *t)n cc'jnsumption.** Theref.ore, a 60 per- 
cent ri5e in the price ofv energy— wljiich was approikimately the increase 
in 1979— would tend to cause a ^6 percent rate of inflation all by itself. 
In order ta maintain overall pri^e Stability binder these circumstances, 
the price of the other 90 percent of consumption would have to fall 
by an average .of almost 7 percent, ^he extra money jlpent on energy 
would not be available for other things, consumption of them would 
have to be curtailed, and the incomes of those producing these goods 
and services would have to drop. A commitment to overall price sta- 
biljty, t|>at,iS/ to zero inflation,, would thus require that the mgney 
incomes of Knany be cut. AlthougK this reduction could iji principle 
be shared widely, iri practice it would be borr]^ mainly by people 
who lotfe their jobs. Thk( is an eXanlpIe of fhe infamous "Phillips" 
tradeoff* between inflation 'iind Unemployment |hat»haH infltiQnccd 
economic policy so much during recent years. ♦ ' 

o'.. ■ ■ " ... : 19. ' . '/ 



.,In summary, when any* cost ris'es— when OPEC raises the price of 
oiK or when workers get a wage increase that exceeds their produc- 
tivity increase— a complex choice is presented: Expenditures on th^ 
more costly item can be curtailed; the higher cost can be absorbed 
20' curtailing expenditure elsewhere, thus reducihg otKers' incomes; 
or the Unabsorbed price increase can be passed around by raising 
eyer-yone's money income pay for it. This last response is the 
inflationary one. It requires tne collusion, conscious or not, of a 
^reat many nlavers In the economic game. Under current circum- 
. stances, in wnicn societies are reluctant to actually Reduce the money, 
incomes of their cilizens, real increases in the wealth of some (for 
.example, oil. producers) are accommodated by making*, everyone's 
"dollar" worth a little less. In this way, inflation distributes tne in- 
, creased costs over the whole society without some people suffering 
« ignominious reductions of their nominal incomes. 

So, despij^e the fact that there need not necessarily be any inflationary 
consequences of relative price changes, in today's economies there 
is often just such an outcome. The mere churning of relative prices 
generate's an upward drift of the general price level in any sitijation 
where few prices ever fall. Inflation it then the only way fo^ shifts 
^ in relative prices* to work themselves into the price structure. The 
hypothetical example of the two-commodity economy illustrates the 
situation exactly: if A s price can't fall, then B's must rise, further 
than otherwise in order to reach a level where its prfce, reflecting 
real external factor*^ of supply and demand relative to A, is three times 
rthat of A. And this will lead to' general inflation' if the money supply 
is expanded as a result. ; 



Though 'they obviously nlay an important role in the current infla- 
tionary process,-. it would be inaccurate to say that relative price 
changes are the cause of inflation. A whole set of additional condition^ 
miist be in effect for -relative price changes to be incorporated into the 
price structure via the inflationary escape valve. 

'Economists and others disagree about how much governmental \x\- . 
volvement in the economy is desiral^le, or what form that involverAent 
should take. But there is little disagreement that it is the presence of 

•governments in the workings of postwar eccfnon^ies that nas allowed 
a period of sustained inflation. Very simply, it ha«i been go^vernment 
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polity everywhere tb^ep the'4Voni&my i;:^ expanding ai:\d -^ 

tp preveat recessioo^ hi;^h * iM)en[1i for 
'>titcli( of :tite postwar ^ra/ the policy- Ka$' been successful. Only durit^g 
the seventies did one of its si3[e effects become unmistakably clear, " 
namely ,^a chronic inflationary bi^s/ As [Robert -Solow of tjhe Massa- . 
. chusetts: Institute of Technology puts iti"VVe have inflation because 
we're able to avoid deflation/' His phras\f "the. upward bias of stickV^ 
down" captures the esseTlte of the situatidtYt the price level is flQ<ible ' 
upwards, but inflexible (or "sticky"^ on 'the down side. This vesultS ' 
in an upward drif4 in the general price level, that is, inflation.^* ^ 

Thpcircumstances that together ci^ate the current downward inflexi- 
bility of the price level have' been described by^Robert Heilbroner, 
+le characterizes government involvement in the economy "buf- 
fer": V . 

It is no longer taken for granted that what goes up must / ^ 
come down; on the contrary, what goes up»will proba- V 
bly continue to go up indefinitely. With such attitudes, 
corporations do not feel a need to furl sails rdpi^ly the * 
instant a recession blows up, nor do households feel a^ * 
need to practice thrift, even i^ their incomes fall. Unions 
are emboldened to ask for aggressive wage settlements, ^ 
because they know'^ their members have the backstop) of ^ 
unemployftiertt conrif>ensation behind them. The unem- 
ployed do not feel' the'necessity of taWng any kind of 
work, because the welfare system, permits ii^dividuals 
^ to refuse work they do nOl like. And so, in qhe way and 
'another, with results that ^some people celebrate and 
some deplore, government has made everyone more 
secure, and tbis genefalized state of seourity helps breed 
altitudes and behavior that push up dfemand and jack 
/ up costs. . , ' 

^ Jn K/nort, since' the thirties many governments have created floors. • 
under their economies to support the ratchet-like upwards movement 
of /jncomes and prices. Occasionally, government even step in cli- 
retftly to preve^ht corpofate bankruptcies, as in the cashes of Lockheed 
a^d Chrysler Mrt^ the United- States ^nd British Ley land in the United 
Kingdom. 



The principal tools used by governments to maintain this "floor" 
beneath their, economies have betn monelary and fiscal pplicies. The 
economic policy story oft the postwar years in many of thf? developed 
countries na$ been one o^ attempting to "fine tune" national econ- 
omies by nftaking adjustments in aggregate demand through the mech-^ 
anisms of tax reductions, deficit sjpenaing, shifts in intefesU rates and 
the rhoney supply,^ ^^d «o forth. The macroeconomic theory of Key- 
nesian economics that has guided policymakers in making these 
adjustments gradually came to' enjoy the support of most economists 
during Jthis period. 

Now, however, with tKe onset of chronic global inflatio^, other voices 
*are in the ascendency. The monetarists offer an explanation of the 
jcurrent inflaliorv that they claim . jnakes all other considerations un- 
necessary. The)^s^y that hig-her prices afe the inevitable result of 
increases in the Supply of money that exceed increases in economic 
producti>4ty. The result, as the classic .dictum ^ays, is too much 
money chasing too few goods. ^ 

It is undeniably true that other inflationary forces would be snuffed 
but if they were not given room to operate by increases in the money 
supply, and that, furtnermore, governments or ceitkdl banks: generally 
do nave control over the supply of moneys The' problem with usihg 
the monetary mechanisqa as the prime dampener of inflationary pees- 
sures has been that the economy as a whole suffers various degrees of 
suffocation in the process. The housing market i& ortfc t)ftrthe first to^ 
feel the pinch, as mortgage money becomes 'scarce and expensive. 
More generally, as demand falls, layoffs occur. Unemployment rises. 
Estimates vary somewhat, but the cost of reducing the rate of inflation 
in the United States by 1 pefcent is in the range of $60 to $75 billion 
in lost production per year. *This translates into .^yi extra 1 percent 
of unemployment.** 

This is precisely what governments and their citizens are no longer 
willing to endure. Political forces haye rbpeatedly^ proved strojif; 
enougn to preVent anythi ng more thah tol^n and sporadip^^tempts 
to cure inflation by bUeding th^ nioney supply. Concerns over the 
social euuity of the resulting deflation niave invariably curtailed the 
use of tnis approach. The prevailing view has been that if this is the 
only^cure, thenit is better to liye witn the disease. 



^ ^ 'The problem with U8ii\g 
the monetary mechani^nt as the prime 
dampener of. inflationary pressures 
has been tlyt the economy sul^i^rs various 
, ^degrees of suffocation ia the process/' 



* Recently, stringent new mfta»ures have been taken by the central.. / 
banks in both the United Kingdom and the ^rvited ^States to limit the ' 
money supply. Recessions are expected as a result of this policy, but 
it is too early to tell how large these induced economic slumps will be, 
Unlike West Germany and Switzerland, the UK and the US cannot 23 
absorb the resulting unemployment by exporting foreign migrant 
workers-on the contrary, domestic unemployment will certainly 
incri^se as recession deepiens. The real burden of this form-T)f "cure" 
fallj largely an the poorest, most vulnerable segments of society, in 
contrast to the damage of inflation itself, which, spread out over the 
entire society, functions as a kind oS tax. As the inequitable damages 
of these policy-irtrfuced recesiJions become more apparent, social un- 
rest is Ijkely to mount and . there vyill be growing political pressure 
to stop making one segment of societ^t bear the brunt of the side 
effects of this monetary cure. * v * 

If. th^>, floors under mqdern national Economies are here to stay 
if monetary instruments prove too crude— squeezing too much life 
Cut of economies akjng with the inflation-then where i^ there .to . 
tuVn for' relief? Twd possibiUHe^ rem'^in:. ceiling*^ oh prices and in- 
comes can be erected above the market meGh^hi6in,y$0:'^sticky*4dWn" 
•is balanced by "bumpy up," apd myriads individuai Efforts can .be 
made tu prevent or^reduce increases in, the prices of specifit goods- . 
and services; Although a specif ic price incfjease does* not necessarily 
cause inflation, it would surely be easier to control if ,indi vidua 1 prices 
rose more slowly. • . ^ ^ . * . ^ 

, *■ * ' 

Many economists have concluded that ^ ceiling on incomes and prices 
Is indeed necessary if inflation is to be contained, artd there are nUmer- 
^ous schemes for the design of the "ceiling. "^^^ But just as tTie infla- 
tionary consequences €)f the "floo^" must be weighed against its^ 
social benefits, so, ^too, must the inflation-preventing benefits of the"' • 
ceilthg be yveighed- against its costs. 




Apa#t from wartime emer^jenciesy. the modern capitalist economics 
have been reluctant to accept wage and price controls, which ai'e felt 
on the one hand to hobble the entrepreneurial spirit of free eftter- 
prijje, and on the other hand to freeze ext^ting inequities in prices 
and compensation into the market structure. At the least, a whole 

■ , , ■ 23 ' ' ' ■■ ■■■■■ 
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new layer of bureaucratic cor\trols.%vould have to be erected ahd main- 
tain€?djn tandem with those that constitute tp0 economiQ^floor. ♦ ' ^ 

Th* implementation of price ahd.wagt contrdls could also be difficult. 
An apocfyphai wartiirig, drawrt froni the German experience wi^h 
.price controls during 4he 1923 hyperinflation, illustrates "theq^roblemr 
When the legal price ceiling for a loaf of bread was. 1(00 marks, but- 
the actual cost of producing it was 10,000 marKs, an ingenious bak^r 
sold the loaf ^4t -the legal price with the stipulation that the shopper' 
^Iso'pufthase hi^>dog, Which was available that day fbr a mere 10,000 



marks. The dpg, released by nevV owner, x^oM (hen run home io- 
the baker for r^es^le, at a higher prite, aflong y|yh tlje next^loaf^ o? ' 



bread. People's ingetnuity in circurtiventinjj pnc|PI 
bounds. - • 



ntrols knows no 

I At the present time, as the .debate>grovy8; there is* little sign irr rpost 
countrie^^ of ithe necessary ' legislative support for wagp Arid price 
^onfrols or for any of the Variants of "incomes policyr'' Norway and 
Denmark, however, have already placed emoargots on fujrther price 
and salary changes, and polls indicate tl^at a rnajority of the American 
people favor similar controls. 21 ^ » ' * ' 

Yet even if each^ sovereign ^onomy has a system of domestic income 
and price contrpls in place, there >wpu Id still be the problem of ad- 
justing to price changes on Imported goods. The maintenance of ^ 
domestic price level stability in the face of an increase .in the price of • 
imported oil, for example/ would require a hational "price stabilization 
board^' to order conlpensating lower, prites (and thua. wages) in the 
^ other sectors of the economy. The extrenie political ^itficulty, in an^* 
country, ofMaking such actions should be apparer^f' The awkward* 
truth about inflation is once again revealed: Ilifjation is the only polit- 
icaHy feasible wayihat democratic governments have found for allo- 
' catrnc increased real costs or, what is the ecfdivalent, for reducing, 
people's standards of living or a| leiisr retarding improvements jr> 
them. Its silept, im^rsji^nar unconscious workings allow people to"* 
disavow responsibility foV th'e whole, V^hile continuing to 'pursue^their 
own periJonal well-being. ^ * ^ / • 

It m<iy be thilt, as the menace of inflation grows, various vei;'sion«; 
and combination's of the traditional cures for inflation will be tried 
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and will^v en meet w j th sortig, succ ess. But because the World is com-^ 
_ posed of sovereign economies that er%age in international trade, ,there 
remainir the certainty of economic shocks arriving/ on \Jhe price tags 
'of Imported goods. Oil is the prime example* of past decade. This 
. lertainty^ along with the "upward jpias of sticky down" that myriad 
individual pricf* increases encounter, turns our attention ,to ttie, new 
sources of today's higher prices. * ' 

The prevalence of medical metaphor^ *in today's w^rld/.coupled with 
deep habits of language, invariably provoke fhe question 'What is th 
cure for inflation?/ Given the prevailing paradigm in th^ piedical sci 

ously spel| the economic analogy of tHi 



ences, we even uncdnsciouj 



. ...^ . A\f 

modern miracle drug, that is, a cure that i$\ painless^ direct, chea^^ 
and preferably permanent. In short,' we seek/"jhe magic bullet" that^ 
will stop inflation dead in Tt^ tracks." 1 

' *^ - . ' 

But if ther^ is no simpk causfi is ther^ likely, to be a simple cure? > 
^ Inflation ig^ibt so much a disease as it i^ a symptota— a ^symptom of 
- a condi^on that arises frOm-^ whole constellajlon olF circumstances. 
Like shortness of ^reatrt in ^t he course of normal daily activitie?, it 
* is a signal to us to change oUr patWn df living: whereas j^ither suf- 
':^!;focatio^1 or an oxygeo mask would> elin[iinate the^ symptom, neither 
would begin to deal >yith thecal underlyirig conjlltions, <^ 



New Sources of Higher Prices 



Away from the |)^ihorama of macroeconontics, in fhe ni^^y-gritty qf 
the marketplace, prices are set an|(^aised. The marketplace is there- 
fore the first Mine of defense againft inflation.. The deeper defenses 
provided Ky mort^tity and fiscal pblicy might be more effective if* 
less were required of them. Arf.easing ot the pressures towards higher 
prices Jit jheir source must therefore be a vital part of any balanced 

''^ defense against inflation. 

*■ . ' - » 

If demand for a commodity incr^as^s,^ or if its m.ipply shrinks, that 
cdthmodity becomes more valuably? and its price rises. N/Iany commod- 

^ ities around the wodd seem, to be under bolh these pressures at the 
same time: d^?mand is rising as population increases and as <?xistinK* 
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4*oputaUbl*is become more affluent; supplies are falling, or failing to 
eep abreast of rising ^deniand, as resources are depleted or become 
haraer to obtain. Signals of rising real costs and of the greater effort 
required to maintain a giveh living standard are arriving from every 
23 corner of the earth. 

• In parts of India, it now takes a persbn two daVs to 
gather enougK wood to meet the energy needs of a 
household for one wc 

. • In 1970, the Soviet iUnion got 10 percent oP'its oil from 
Siberia and 90 pefcent from thfe mild and- accessible 
regions^ of the sovjitn^and west. In 1980, 50 percent of 
thjt oil will come from Sifceria, where the adverse climate 
and the-disiance from inou^trial centers doubles the cosjd|br 
of the oil. ^ . * VV^ 

Since 1950, the harvested area in Nigeria has multiplied 
' a^ marginal land has been brought undet* cultivation 

and fallow cycles have been short^ed. Land that used 
I . toMie fallow for up to 15- years between plantmg is now 
replanted after only five years^too short m time for its 
fertility to be fully restored. Together, these two trends 
have led4o a fall in. the average productivity of land.that 
has overriden the combined coittribution of all advances *• 
in agricultural technology. ^ 

• Despite huge increases in' investment the oceanic 
fishing fleet since 1970, the world fish catch has leveled 
off. Tne catch per foliar invested h^ls fallen sharply.*^ 

4n additioilf tQ finding it mofe difficult amd costly to obtain energy 
and food, as in the instances died here, it is now becoming haroer 
and more expensive to extract ores, to obtain e/iough fresh water, and 
to cOntroA^n vironmental pollu tion, 
* 

What meaning do these signals hold for humanity? The nineteenth 
century economist David Ricardo managed to decipher Natt|re's 
messag)^ on moch scantier evidence. Ricardd dealt primarily with the 
application of labor to>lair\d. He sa>v that after a certain point an in- 
crease in the number of people farming a fixed acreage would not 
proportionally Vaise its yield, and he referred to this as the law of 
diminishing returns.^ Each of these sighals is an illustration of th^ * 



7 



4 ''Signals qf rising real costtf 
and of the gre^tter effort required 
to maintain a given living standard 
are arriving from 
every corner of the earth/' 



/ 



diminishing margina l returns that in/a ri^bly set in as the earth's 
^ natural limits are approached. * * 

The world depei^ds for its food supply on the production of its crop- 
lartds,^ its grasslands, and its fisheries. Most pf the world's arable 29 
cropland is already being cultivated. In Canada, agricultural produc- ^ 
tivity is being reduced as marginal land is substituted for prime land 
that has been lost to urbanization. An esRmated 233 hectares of mar- 
ginal land is needed to replace \0p hectares of prime land." The net 
effect of filming this lower qualirjr-^nd is reduction in the average 
fertifity/and hence a loss of agricul^atjproductivity. 

The dramatic iricrd'ases in crop yields realized since the sixties through 
• irrig^ition, chemical fertilizers, insecticides, and improved seeds are 
likewise now approaching limits* in the cases where the technologies 
have been fully applied. Further extension and intensification of agri- 
culture along these lines will be able to keep up with popu4ation 
growth only at. a disproportionately greater cost. World grain out|:fut 
per person has^.in- the seventies, failed to show the increases of the 
two previous decades.' Although this is not the only cause of increased * 
^airj prices, a tightening supply combined with increasing demand 
iF^erlainly a contributing factor.^* * ^ * 

The world's gtasslahds are also hard pressed. Overgrazing is wide-* 
spread in Afrlc^ th5 Middle East, the Indian subcontinent, and Cen- 
' tral' and North America. Like cereals, world production of beef per 
capita may alscT have peaked 3urintt the seventies. Xhe same treuq is 
apparent ir< the global per capita Fish catch. When too many fish 

. are harvested, the remaining stock may be unable to reproduce itself: 

^ overfishin^can l^ad to negative retu<iBis. 

As the m|HH of people grows and the earth's population density 
increases, more i^ressure is nlaced on these biological systems jhat 
unjiergird the economy. Global demand finally approaches the level 
not just of current supply, which has happened periodically through- 
out history, bu) of optimum feasible supply, vyhich has never oc- 
curred before at the global level. The implication f6r prices \% awe- 
some. Whereas in the past supplier could usually be incrij^sed to 
match increased demand-by bringing more land under the plow, by 
addirig fertilizer or water to raise yields, by increasing the size'of tl^e 
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herd, or by expanding the fishing fleet—in the future this will prove 
much haraer. Marginal costs will soar, and so will the cost of food. 
The most promising source of future productivity growth Hcs in a 
quite different direction, r^amely, redistribution of the ownership of 
certain land?*. The fuiidamental and sensitive political issues involved 
in land reform will have to be confronted if inflation in food prices 
is to be controlled. 

Food prices will rise not merely because food production has to move 
increasingly to marginal croplands, grasslands, and fisheries. Another 
crucial determinant of fooq prices is the cost of energy. In North 
America, during the half-ce^nfury between 1920 and 1970, the de- 
clining real price of energy induced substitutions of yield-increasiij^g 
and yield-protecting petrochemical technology. The huge increases 
in the relative price of energy during the seventies suggests that 
continued rapid productivity growth in North American agriculture 
is, for ^the present, unlikely. Vernon Ruttari, of the Department of 
Agricultural and Appliech Economics of the University <jf Minnesota, 
sees -the next several decades as. paralleling the lag in productivity 
in U.S. agriculture between 1895, when the lahd frontier closed, 
and 1925, when a new land-saving biologiC/al and chemical technology 
began to be Applied. ^» 

Similarly, the eighti€*B and nineties will be deyoted to ♦the seaVch for 
new energy-saving technologies. In the past, cheap energy has sup- 
ported cheap food: now expensive energy is driving up food prices. 
The future may lead full circle, to the use of land and foodstuffs to 
produce energy, as in the production of alcohol frorri sugarcane and 
grainsi A change in the /relationship between the food and energy 
sector* from onf of support to one of competition, would have 
serioul implicatiood for food prices on the world market.^' 
> 

Fred Sanderson, an agricultural specialist with the Brookings Insti- 
tution, estimates that recent Increases in tlie costs of fuel and Terttli/.er 
will immediately force jjp grain production costs <in India from the 
current $140 a ^on to $155, He notes that "with continuing increases 
in population afmj the lack of new land for cultivation, Asian grain 
countries have to use more and more irrigation water and fertilizers 
to increase yields, With both of these costing more and more/ it will 
be much harder ior them lo continue doing so/'^<* , ^ 
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Thfe clearest signal during the seventies of the increasing stre^ on 
the global economic system came with .the. dramatic jump in^he'prlce 
of petroleum, which increased close to tenfold over the decade. Just i 
as with cereals, meat, and fish, the /ise in oil production, >^hich had ' 
outpaced the increase in human numbers during^^the fifties and sixties, 31 
was overtaken by population growth during the seventies. Global 
> per caoila production of oil has leveled off and now appears to be ^ 
headeqJownwords,^^ ^ 

•in* N ^ ^- . 

Hereilf lies \hf ultimate source of the yil price increase, rather than in 
Middle Eastern wars ,or the greifd or monopolistic power of OPEC. 
As year after year the world demand for oil grew, bringing the ex- 
haustibifity .of nonrenewable oil reserves into ever sharper focus, ] 
the OP^C nations reacted as sellers invariably do when demand out- 

. runs supply: , they raised priced. U.S. Under-Secretary V State for 
Economic Affairs Richard N. Cooper recently made the PoTllt that the 
OPEC cartel has lost control over the price of oil, which wlb in fact 

.driven throughout 1979 by. the fundamental market force of elcessive ' ' 
demand scrambling to capture limited' supplies. And in December 
1979, Saudi Arabia's oil minister, Sheik Yamani, agreed r|t We have 
lost control over petroleihn prices. " This situation transl^Bb directly 
into reductions in real incomes in oiUconsuming countnes. (^ooper 
^dds: ".While the increase in oil prices will regi»t^.in the c6st of 
li^ng, we cannot as a nation restore our real incpmes through higher 
wages, ijkttempts to do so will worsen inflation. . ."^^ 

Oil is certainly not the only source of energy, nor even the main one 
for a great many people. For fully one-third of humanity, firewood 
is the principal source of fuel.^^ This energy sourcp is also showing 

• the effects of shrinking- supply and swelling demand. A person who* 
must walk' five hours to collect firewood that used to oe available 
just outside the village experiences rffiing "costs" in terms "of greater 

, physical effort. As the C4)st of obtaining firewood increases in Third 
World villages, people begin using animal dung a#" f uel instead of 
as fertilizer, thus reducing soil fertility and, ultimatdy, increasing 'the 
price of food. Again, a cost iftcrease in^energy translates into a price 
rise in food. 

\ This and other uses .of the world's forests, such as lumber *for hous- 
frig, have resulted in ir gradual net loBs of forested land. yVorld wood . 
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production per capita peaked in tiie mid-sixties and has Fallen steadily, 
thereafter. Since theK the prices of the principal forest products— 
lumber, newsprint, and firewood— have doubleQ and in some cases 
tripled. The tripling of lumber prices since 1967 in the United States 
has contributed significantly Jo the soaring cost of housing: the aver- 
age price of a new house increased from about $30,000 to almbst 
$70,000 during the. seventies.^ Althojigh both cyclical fluctuations 
in*^4eiTt*and and rising energy prices ana labor costs account for pajt 
of tnese increases, trie underlying market relationship between the 

f;lobal level of demand and the sustainable yield of readily accessible 
orests is clearly a factor of fundartiental importance. 

Per capita analyses of this sort of course conceal the great disparities 
irt the consumption levels o£»food and energy that persist in different 
parts of the globe. Clearly, if the developea countries consumed less, 
the surpluses created By such conservation would represent reduced 
demand in the rich countries as well as provide an increased supply 
in^ the poor countries, thus generaUng a considerable counterpressure 
to global inflation: *t . * . 

Everywhere one turrvs, limits are being encountered and the effects are 
beiftg con>pounded. The biological and physical systems that underlie 
all economic activity and that nave generally suppqrted it unstintingly 
in the past were reeling during, the seventies under the impapt of 
excessive demand. During the past decade or so, world^ ph* capita 
production of vyood, petroleum, fish, cereals, and most meats all ap- 
pear to have peaked. rAnd during this period the prifes of these same 
commodities soared 4ttd. inflation became a central feature of global 
economfr life. The law of diminishing returns is "ruling" in an in- 
creasing number of economic settings. 

♦Although mcmetary factors are also involved* in the current inflation, 
it seems clear that the wo(ld is entering a new era of scarcity. For thft 
first time, almost alJl the factors are lining up on one side—against' 
lower prices. Whereas before, (he sociopolitical influences that tended 
to increase prices might be offset by increased supplies or by pro- 
ductivity gams, in th^uturc no sucn'feood fortune can besexpected. 
Resource limitations and dimiitishing returns, which have their ori- 
gins in the fragile and finite nature of the planet, are h^enceforth mdre 
apt Jtd conspire with human fdi^ngs on the side of higher prices. In 
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recognition of the dependence of economic activity on the state of the 
biological and physical enVironment, it would be appropriate for polit- 
ical leaders the World over to appoint Geologists to their courxcils ot^ 
economic advisers. 

A recent.studyhAs suggested that thefe may be a lesson for the 'con- 
temporary world in the mysterious sudden collapse of the Mayan 
civtlization, which flourished in Central -America until around 800 

L f^h!^^"'k ''T '^^ the Mayan 'capitals, in Guatemala, indicate* 
the fall may have been precipitated'by a squeeze between population^ 
and the notoriously fragile tropical envirortment. Over* a 100- year 
period the population dropped back to what it had beelT almost 2 000 
IT/J y \V ""at^ areas have remained virtually uninhabitated until > 
very reten ly. Sohie ofr ^he environmental chartg^s have been as long • 
lasting as the decline m the population. In the words of one of the 
. researchers who sitidied the Mayans: "The accumulating evidence 
suggests they had becorne a complex society with advanced agricuU 

'that' .'n'"'';j**^"'u''l'' f str^sses,^ Strains and conflicts 
hat ^o with *uch size and complexity. Then theiK way of life col- 
apse4, leaving a severely damaged environment and a cultural vacuum 

inn J/"'? f M '"^'^K As the investigation into the 

. cojlapse of the Mayan civil zation continues, it seems likely that the 

researcher,* will also find evidence of runaway inflation. , ' 

Steps Toward a Noninf lationary World Economy ~~' • 

Until fairly recently, inflation ^as normally' the product of 'the mis- 
management of fiscal or monetary policy, and'an adequate response 
• lay in adjusting these policies, Th^ current U.S. inflation, for ex- 
ample, got Its first boost from th.e goverjiment's failure to pay. for 
the Vietnam War by raising^ taxes during the mid-sixties. However 
more than monetary and fiscal influences are-now at work 

The current global inflation is viewed here as a sign that present 
economic practice is not ViabI*. While tKe ships of state float ever 
higher on the inflationary sea, they are leaking. Is there a sustainable 1 
wa^ to organize economic life? If so, can steps be identified that 
v^ould bejjin to cope with the nonmonetary sources of inflationary 
pressure?, The^pos* of sketching an answer to this question is not 
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%to offer one more portrait of, a Utopian society, but rather to e^icour- 
age an examination. of the public choices thatfonfronl society. 

The>" solution" is not a single answei^ut rather a many-faceted trans- 
. formation. The main features of such a transformation have been 
delineated ,\>y many twriters.^ On the issue of glob^il^ inflation, the 
discussion centers most naturally on considerations of supply and 
demand. Most of the ways in which supply might be incre^^sed or 
demand reduced will involve politics— the human factor- in inflation 
and that which is always the leas^ tractable. 

Economic thought evolved in the infinitely rich setting of material 
civilization and commerce, and as such was comprehensive and holis- 
tic.^^-ln fact, the emierging body of knowledge went by the nan\e 
"political economy," in explicit recognition of the intrinsically^olit- 
ical riature of economic affairs. 

Why did economic policy subsequently move^away from its ground- 
cings in the biologicaUpnysical, and sociopolitical environment, and • 
increasingly neglect these constraints on economic activity? tor cen- 
turies the environment did not seem to limit ecdnoqjic development 
and growth. As diminishing returns set in— whether in mlttintt or 
^igriculture, or in the production of energy— science and technology ^ 
usually came to the rescue. From the beginning of the twentieth cen- 
tury until a^6ut 1970, grain and ore prices actually fell as agricultural ^ 
ana mining technologies advanced and as energy becariie ever cheaper . ' 
0nd more abundant. Indeed, as science and .technology progressed 
many came to believe that the point where returns actually begin to 
diqiinisK could be postponed indefinitely. ^ . 

Now the/e are signs tha^ even research and development itself,^ as ah 
activity, is not exempt from the law of ditninishing returns.^* Just 
as the productivity per farmer declines when too many farmers jvork . 
on a given piece of ^and, so do diminished marginal returns result 
when too many scientists work on a given problem. For example, 
some observers feel that cancer research has now reached this point. 
This is not to say thdt there will not continue to be great, and even* 
revolutionary, scientific advances. MicroelectroniciJ' and genetic engi- 
neering Are just two areas that hold promise for raising productivity;* 
and reduting prices. However, scientific advances' in the near future 
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has been introduced 
into economic planning, 
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will not be made as frequently or As cheaply as in the pa^t. The known 
conceptual croufid ha€ been worked. 6ver pretty thoroughly and sub- 
sequent explorers .will find rich research veins less exposed and hdrder 
to exploit. 

* ' * . . * * • 

Whereas in the past, the emphasis has been on economic growth and 
on the .stimulation of demand and the expansion of supply, the future 
will almos,t certainly require" slowing growth in demand. There, are 
hvo fundamental shifts that could each contribute greatly to curbing 
demand and thereby put a lid on inflationary pressure. The first, and 
most obvious; is population stabilization. In a situation where the 
entire world draws on the ^ame supplies-food from North America, 
oil from the Middle East— increase in demand from any quarter 
reduces the suDply for everyone. A worldwide effort to Stabilize popu^ 
lation is clearly essential, and more countries are now committing 
themselves to thfis goal. China, with one-foUlrth of the world's pof^u- 
lalion, has recenflv announc;pd a program to bring population growth 
to an absolute halt in the shortest possible tia^e. The leadership aims 
to achieve this by offering handsome financial incentives to coupjes 
who have on|y one child and by imposing severe financial penalties 
on those who have more than two children.^* 

China is the first society to publicly recognize and discuss the advan- 
tage of a declining population, that is, oFneuative growth. It is equaU 
ly Important that countries as different as India, Brazil, and the United 
States, stabilize their populations. Even if a country can provide for 
its own citizens, an expansion in it^ numbers draws resources away 
from countries wh^re there is less than enough to go around 'Po^ula- 
tibn policy and family planning are too important to be left to a group 
of demographers and doctors buried in national health ministries! 
Just as envir6nmental policy has been introduced into economic 
planning, so>^ too, mpst population policy be integrated into economic 
policy. ' . . f * 

Whereas population stabilization is a problem primarily in ihe devel- 
oping world, the other inflation-combating change is one that mainly 
concerns the developed economies. It is a shift away ffom consumer- 
ism, away from the materialistic orientation that has becom? the or^ 
ganizing focus of affluent economic systems. In a 1977 interview 
with columnist Joseph Kraft, ^rime Minister Trudeau of Canada 
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Keculated on inflation. ''Inflation/' he said, "*has not found its 
>ynes. I personally think the Keynes of* inflation will not be ah 
economist" but will instead "be a political, phitosophical or moral 
leader inspiring people to do withoutfl|i|e excess consumption ^o 
prominent in the developed coUntr^s."*^ 

To the extent that such changes arc^ required, there is some evidence- 
perhaps somewhat fiinciful— that the public might be willing to accept 
them. A Harris Poll in 1975 revealed that -"when the alternative is - 
posed betweer^ changing our lifestyles to have less consumption of 
physical goods, on tne otie hand, and enduring risks of continuing 
inflation and unemployment on the other, by 77jpercent to 8 percent, 
the American people opt for a change in lifestyle^ ' A 1977 poll found 
that .70 percent of Americans favored "learning to get our pleasure 
out of non-material experiences" rather than "satisfying' our needs 
for^miite goods and services."** 

p- » 

There are enormous possibilities for reducing demand through volun- 
t|iry shifts in^ values towards simpler living. Some, recognizing the^ 
truth in the old ^dage "the best things in life are free," will find their 
satisfaction in places other than auto showrooms, department stqres, 
and remote, vacation lands. Things that are. free, in the sense of the 
adage, remain forever immune to inflation. ' 

The advertising industry presently devotes a great deal of energy and 
intelligence to creating ^nd sustaining human wants. If, with govern- 
ment support, its attention could be turned away from stimulating 
demand to reducing it— by educating people in the avoidance of wasJte 
and the practice of frugality— the industry could assume a fole of 
leadership in the transition to a sustainable society and the fight 
against inflation.** ' 

Nothing has contributed more to global inflation than the recognition 
that the world's Supply of oil willbe exhausted within a few genera- 
tions at the present rate of consumption: The search is on for renew- 
able sources of Energy that could, fundamentally increase the overall 
energy supply and eventually bring pricn rises to a stop. 

For the transition from exhaustible to renewable energy sources, 
conservation is the password. Considerations gf conservation arc 



Cerlairi \o domioaie soicte^'i iHlnkinc ovpr the decades immediately 
ahead, as they always have dominated the lives of the Eskimo people 
and others who have known environments of scarcity. The Eskimo's 
scrupulous us^ of every scrap of a seal or walrus in the face of iibso- 
lute sc^arcity might serv^ as a symbol for all in the years ahead. Con- 
spicuous and excessive consumption of energy and food should be 
discouraged by law and by social pressure, thus reducing demand. 
The conservation ethic should reverbenate through every aspect of 
society, affecting transportation, architectural design, engine effi- 
cienc^y,. packaging, eVen the foods people eat. In a world of over four 
billion people— where excessive pressures on resources can be seen 
on every hand— the planned obsolescence of many consumer goods, 
the annual model changes in the automobile industry, the constant 
fashion changes in clothing,, and so forth are not consiste^it with the 
effective management of inflation. The reuse and recycling or water, 
metals, paper, and glass must Jjecome the rule, not the exception.'*^ 

Thousands of these %uch changes, all of which wOrk to Reduce de- 
mand and to extenit supply, will be required -to bring inflation under 
control. The anctent parable of^the Chinese farmers is apt. Two farm-' 
ers had adjoining properties. One's flourished; the other's was barren. 
The man with the unproductive farm^went to his neighbor and asked 
him the secret to. his success. He was told, "There is no secret; there 
are 100 secrets. And they must all be applied at once.." 

In addition to this unprecedented shift fVom the Keynesian approach 
of stimulating demand to curbing it, therVare some other things that 
could be done to control inflation. They include changes in working 
conditions to boost productivity, the liftingS^^ protectionist barriers 
to international trade, land reform in some developing areas of the 
world, and demilitarization. Although e^ch of these measures,- and 
others besides, merit full treatment in their own right, their relation- 
ship to controlling inflation can only be Sketched but here. 

. A i 

Phenomenal increases in productivity in all areas of economic life 
have in the past helped to hold prices down. The rule of thOmb is that 
a 1 percent increase in economic productivity yields a 1 percent de- 
creaie in inflation. If we cannot now rely so neavily on technological 
advances for productivity boosts in the face of environmental con- 
straints, it. is natural to turn for help to th^ humaq component of 
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— production. Ar e th e re' po ss ibiliti es for r e ali/ing 

' through redesign "of the working environmen,l and modifications in 
traditional management methods? A recent study finds that "worker 
participation in management and ownership can improve the quality 

38 work life, raise flagging productivity, and help society cope with 
today's inflation and uneijiployment/' Japan and some European 
countries have taken major ' steps towards worker participation in 
nvanagement and have reaped considerable productivity gains. The 
United States is just begint^ing to explore these possibilities. Worker 
participation in management and ownership should lead to wajze 
settlements that dampen the cost-push inflationary spiral, especially 
in the . context of tax proposals now under discussion that would 
penaflizb inflationary income settlements/* Over the long run, the 
only societies with sustainable economies are apt to be either fully 
participatory or utterly^authoritarian. ^ 

One of the mo^t notable shifts in the economic life^of industrial coun- 
tries has been the movement of afi ever larger^yptien of workforces 
into the provisibn of services as opposed to the production of good^. 
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And the costs of services have been growing faster than those in other 
--sectors of the economy. For example, between 1962 and 1972, the CPl 
in the United States rosle by 38 percent; in this tirrie, the price index 

of manufactured good»^ rose by only^27 percent, whereas the price 

index of services rose by 54 percent.** Since procTuctivityj^in the ser- 
vice sector has grown more slowly than in the industrial or agricul- 
tural sectors but wag^ have/ tended to stay abreast of levels established 
by the industrial unions, the shtft to services that has characterized 
^ postindqstrial sotteties has inflationary ramifications. * 

The size of the service sector— over 60 percent of the U.S. labor force 
—reflects excessive dependence on professional services, buttressed 
^ by legal barriers to self-help\that prevent people from doing for them- 
S selves many things they once\did. People's dependence on profession- 
/ al "experts," whether medical, educational, legal, or mechanical, creates 
the conditions For their subsequent exploitation by excessive charges. 
The growing do^-it-yourself etrHc Will create counter-inflationary 
pressures as it gathers steam'. Lessening our dependence on "experts ' 
may well be as important in countering inflation as l^sening our 
. ^epend^nce .on foreign oiL . ^ 
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— . ._ A:j?Qlit i ca L sQurc:^ of inf laUon in both developed and developing econ- - 
omies is widejipfead protectionism.^* Tariff barriers and import quotas 
on products from other countries serve to raise domestic prices by 

^ ^ denying'cheaper goods access^o the market, all invthe name of pre- 

jperving domestic jobs. Not only does this contribute to domestic ♦ 39 
^ ihflaticm, it also denies developing countries the opportunity to earn 
the foreign exchange they need for development, bince 1976, there . 
has hetr\ a significant increase in protectionism in the industrial na- . 
•,tions, reflecting the attempts of organized interest groups tp preserve 
jobs in weak^ domestic industries. Gearly some government role in 
whatsis ultimately an economy-wide adjustment is appropriate in 
ofder to cushion the impact of structural adjustments on particular 
groups. But protectionism is not the answer. It is inefficient and 
counterproductive because it blocks a better international division of 
labor, leading to higher* prices" in the protected countries and to a 
net loss of iobs in the world as a whole. Prdtectionism functions 
internationally much as industry regulation functions nationally- 
^ by reducing opportunities for competition, it supports higher prices. ^ 

Robert McNamara, President of the World Bank, points out that 
protectionist me^ures imposed by the United States between 1975 
and 1977 cost ^consumers an additiona.1 $660 million for sugar, $1,250 
million for steel, $400 million to $800 million for meat $500 million 
for television sets, and $1,200 million for footwear. He believes that 
"the present unhappy combination of slow gtowth, unemployment, 
and rampant inflation loffers) an opoortunity ... to restructure the 
•production patterns in the developed and developing countries, and 
to establish an international environment whkh encourages.. , more" 
eq^uitable growth, at; higher levels of emplojiment." A rpcent study 
.pointed out that over or\e billion qewiobs Imust be created in the 
world by the year 2000 to provide iob^Tor t%w workers entering the 
labor market and for the unemployed.*^ Removal of protectionist 
barriers to trade between nations is a yi^al step toward meeting this 
global need and simultaneously combating global inflation. v 

ARD^heV especially difficult political step necessary to the alleviation 
of^lobal inflation ijs land reform. As long as a farmer works land ^ 
^mn^by a landlord who may claim any profits simply by raising the ^ 
rWtt, incentives for makijag fundamental improvements or for cul- 
tivaMng more, intensely are nil. The increased food production tha)i 



could support development^d reduce fnf ant mortality r^tesrthereb^ 
giving family planning a chance, does not 6ccur. The entire system, 
by discouraging development beyond the subsistence level, curtails 
supplies while indirectly increasing demand by fostering continued 
population g^'bvyth. All-tthese' factdrs conspire to maintain inflationary 
pressures. Land reform remains at the top of the agenda for much of 
.numanity if the world is ever to ^escape from life-threatening infla- 
tion.**^ 

By far theonost challenging political barrier lo>a noninflationary world 
economy is the global, level of military spending, which eqtials ap- 
proximately $500 billion each year, a sum that exceeds the income 
of the poorest one^half of humanity. Furthermore, about one-quartef 
of th^' global research and development budget is spent annually on 
the acj^ahcement of military technology.*' Such spending has long 
been ^recognized as wasteful and inflationarAr. The arain on the ener- 
gies of youth and on the* brain power of the world may only be 
^ g^es^ed at. The cost of maintaining a state of perpetual war readiness 
—armed to the teeth, with millions serving in tne armed forces— one 
that societies may not be able to absorb much Iqnger without eco- 
nomic and social consequences that/ rival in seriousn^jss those of warS 
themselves. The relationship between wars and inflation discussed 
Earlier supports the argument th^t thtre could be no greater contribu- 
tioi) to tne realization of a sustainable, npninflationary world order 
than the reduction land elimination of this colossal Waste cff material 
and human resources. ^ 

Th#le strtitegie^ for combating inflation raise a great many question^, 
and must leave most of. them unansy^ered. The purpose here has beeh* 
simply to sketch a general picture with a broaa brush, not 4o under- 
take the more demanding task of designing policies ifnd institutions, 
that would bring'about the transition. HoWever, there i^ orle question 
pertaining to such a transition that a discussion of inflation cannot 
ignore. Namely, wpn't the transition to a noninflationary society itself 
* be inflationary 7 In particular, aren't conservation measures, f^cycling, 
environmental protectibji, renewable energy sources, and so forth 
initially more expensive than^Urrent practices? The answer is often 
yes. For bxample, \the introductibn -of measures; necessary to control 
the erosion of soils in the United St^t^s would involve half of all 
U.S. cropland and result in a one-' time 5 to 8 percent increase in food 
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.produclioiv costs.*^ But the alternative is unmanageable long-term 
, rises in fopd c^sts as the cropland base deteriorates. In* ge\ieral;iif an 
alternative to present practice were immediately cjheaper, or didtl't 
injure sdme party with a vested interest in the status»quo, it would 
have already been^dopted. ' ' ^ 

' ^ *. * \ 

, So the perioHfl of transitions will be one of some greater immedi^e 
costs. Yet at the end of that period jhe world will be or\ a new plateTu 
that will b|^ insulated fromjhe unrelenting current sources of infla- 
tionary pressure* Th^ extra cost$ a^^ociated with getting there are 
small compared with ihe.co&ts that will accumulate ever more rapidly' 
in the decades ahead* if the world persists toward the goal of maxj- 
mizirtg growth. ^ , , > ' * 

Economists cannot be expected tadolve the problem of inflation alone. 
. Peter Jenkins of The Guardian points out that the cry for a»'*neW 
KevneS" represents the desire for "some new single principle Which' 
will. painlessly restore prosperity to the,,iworld. VVnat is more urgenit 
and more realistic . . . is to nope for ,some revival of belief in pQtitical 
action: One of Keynes' greatest coiftributions to his age .was ni? pro- 
foundly political belief that problems could be solved. 

. ■'■ • * ■ ■ ' . . 

, Allhdugh insight into the source and nature of the turfent global 
inflation is a prerequisite, ultimately inflation is more a political prob- 
:lem thdi(j^U i§ economic one. But V also ynf air to lay the blame 
^ ^ exclusively^ on pbli'ticlanisK Aldiough political leadership is yVital, the 
''necei$Af.y\politlca.I steps l|equ!r€ mijor ad|u*tnftents by virtually all , 
se^^pehts'of hiiman sotiely/ Wheit. th^e steps ha^e been taken, then 
;; itr^iU.be.4!ippropriate to^exp^ct economists to {trovide t^i^cal-nlonetary 
*frame>york tomntehsurate with arsmooth noninflatiohary functioning 
of etoj^omic life. ^ ^ ' , 

/, \ - ' -V • * ; , ^ 

» P In ^ummary^thefe is^^other^way— a su^^ii^^ w6rld* society whose 
^ I. central valu^ ij^..{o |)rc3Vide equita^lyJof biaf$ic hOman needs in a set- 
tihj^ of ecologi(fal stability? Although* the absence of inflation will 
'surely b^ onie of the characteristics j^jf a sustainable, stjible economy; 
'^^Vi'^ft^^ion^tself is too gross a signal to guide the passage t*)wards such ' 
' j^ate.. Diminishing returns, howt?ver, do provide a uSefuj cpiit^pass. 
^^?fy instance of diniiriishftig returns should be read as a gUidmg 
; s]gjr^|s;>well as a warning one,{ nudging humanity Kowards a sustain- ^ 



abl^ ecological liiche on the planet. Rising prices, unwelcome as they 
are to the individuals paying them, may provide vttaHcourse correc- 
tions to society as a whole. Diminishing returns are 4 signal to re- 
consider the activities whosp payoffs are leveling off, and perhaps to 
42 "^o^'fy goals. They have already inspired worldwide efforts^ to- 
ward family* planning, reforestation, curtailVnent of overfishing, 'and 
conservation of water and energy. .These efforts" foreshadow a trans- 
formation in the nature of econonyc activity, and a new relatiorwhip 
• between humanity and the biological and physical systems that arc 
the foundations ot all economic life. 
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